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GUARANTY  OF  MORTGAGE-BACKED 
SECURITIES 

Proposed  Amendments  To  Increase  Net  Worth 
Requirements  in  the  Mortgoge-Bocked  Securi¬ 
ties  Program 

AGEINCY:  Government  National 

Mortgage  Association,  HUD. 

ACTION;  Proposed  Rule. 

SUMMARY:  The  amendments  provide 
for  increases  in  minimum  net  worth 
required  of  mortgage  lenders  which 
are  issuers  of  Government  National 
Mortgage  Association  (GNMA)  Guar.- 
anteed  Mortgage-Backed  Securities. 
The  change  is  intended  to  raise  mini¬ 
mum  net  worth  of  such  issuers  in 
amounts  commensurate  with  the 
amounts  of  securities  they  have  out¬ 
standing. 

DATES:  Comments  must  be  received 
on  or  before  July  24,  1978.  Proposed 
effective  date:  The  higher  net  worth 
requirements  would  be  applicable  to 
all  GNMA  guaranteed  securities  issued 
on  and  after  April  1, 1979. 

ADDRESS:  Send  comments  to  Rules 
Docket  Clerk,  Department  of  Housing 
and  Urban  Development.  451  7th 
Street,  SW.,  Room  5218,  Washingrton, 
D.C. 20410. 

FOR  FURTHER  INFORMATION 
CONTACT: 

Paul  A.  Yates,  Office  of  Mortgage- 
Backed  Securities.  Room  6222,  Gov¬ 
ernment  National  Mortgage  As.soci- 
ation,  451  7th  Street,  SW.,  Washing¬ 
ton,  D.C.  20410  202-755-5550. 

SUPPLEMENTARY  INFORMATION: 

Proposed  Amendments  to  GNMA 
MBS  Regulations 

1.  It  is  proposed  that  §390.3  be  re¬ 
vised  to  read  as  follows; 

§  390.3  Eligible  Issuers  of  Securities. 

(a)  A  mortgage  lender,  including  an 
instrumentality  of  a  State  or  local  gov¬ 
ernment,  shall  be  eligible  to  issue  and 
service  mortgage-backed  securities 
guaranteed  by  the  Association  if  such 
mortgage  lender  qualifies  as  an  eligi¬ 
ble  issuer.  In  order  to  qualify  as  an  eli¬ 
gible  issuer,  a  mortgage  lender  must— 

(1)  Be  in  good  standing  as  a  mort¬ 
gagee  approved  by  the  Federal  Hous¬ 
ing  Administration; 

(2)  Be  in  good  standing  as  a  mort¬ 
gage  servicer  approved  by  the  Federal 


National  Mortgage  Association 
(FNMA)  or  the  Association: 

(3)  Have  adequate  experience,  man¬ 
agement  capability,  and  facilities  to 
issue  and  service  mortgage-backed  se¬ 
curities,  as  determined  by  the  Associ¬ 
ation; 

(4)  Maintain  the  applicable  mini¬ 
mum  net  worth  prescribed  in  para¬ 
graph  (c)  of  this  section;  and 

(5)  Meet  the  requirements,  condi¬ 
tions,  and  limitations  prescribed  by 
the  Association  in  this  section  or  in 
the  Association’s  Mortgage-Backed  Se¬ 
curities  Guide  (GNMA  5500.1). 

(b)  The  Association  shall  not  make  a 
commitment  to  guarantee,  or  guaran¬ 
tee  (pursuant  to  a  commitment  or  oth¬ 
erwise)  any  issue  of  mortgage-backed 
securities  unless  the  mortgage  lender 
requesting  such  commitment,  or  guar¬ 
anty  then  qualifies  as  an*  eligible 
issuer. 

(c)  Each  eligible  issuer  shall  main¬ 
tain  at  all  times  a  net  worth  in  assets 
acceptable  to  GNMA  of  not  less  than 
the  applicable  minimum  amount  set 
forth  in  this  paragraph,  as  follows: 

(1)  For  the  issuance  of  straight  pass¬ 
through  securities,  $100,000; 

(2)  For  the  issuance  of  modified 
pass-through  securities  based  on  and 
backed  by  home  mortgages— 

(i)  With  respect  to  securities  issued 
or  to  be  issued  prior  to  April  1,  1979, 
an  amount  equal  to  the  lesser  of: 

(A)  $250,000;  or 

(B)  $100,000,  plus  1  percent  of  secu¬ 
rities  outstanding  in  excess  of  $5  mil¬ 
lion. 

(ii)  With  respect  to  securities  issued 
or  to  be  issu^  on  or  after  April  1. 
1979,  an  amount  equal  to  the  sum  of: 

(A)  $100,000;  plus 

(B)  1  percent  of  securities  outstand¬ 
ing  in  excess  of  $5  million  but  not  in 
excess  of  $20  million;  plus 

(C)  0.2  percent  of  securities  out¬ 
standing  in  excess  of  $20  million. 

(3)  For  the  issuance  of  modified 
pass-through  securities  based  on  and 
backed  by  mortgages  on  mobile 
homes— 

(i)  With  respect  to  securities  issued 
or  to  be  issued  prior  to  April  1,  1979, 
$500,000. 

(ii)  With  respect  to  securities  issued 
or  to  be  issued  on  or  after  April  1, 
1979,  an  amount  equal  to  the  sum  of: 

(A)  $500,000;  plus 

(B)  0.2  percent  of  securities  out¬ 
standing  in  excess  of  $3  million. 

(4) For  the  issuance  of  modified  pass¬ 
through  securities  based  on  and 
backed  by  mortgages  on  multifamily 
projects  (both  construction  and  per¬ 
manent  mortgages)— 

(i)  With  respect  to  securities  issued 
or  to  be  issued  prior  to  April  1,  1979, 
an  amount  equal  to  the  lesser  of: 

(A)  $500,000;  or 

(B)  The  sum  of  3  percent  of  the  first 
$5  million  of  securities  outstanding, 
plus  2  percent  of  the  next  $5  million  of 


securities  outstanding,  plus  1  percent 
of  securities  outstanding  in  excess  of 
$10  million,  but  in  no  event  shall  such 
net  worth  be  less  than  $100,000. 

(ii)  With  respect  to  securities  issued 
or  to  be  issued  on  or  after  April  1. 
1979,  an  amount  equal  to  the  sum  of; 

(A)  $500,000;  plus 

(B)  0.2  percent  of  securities  out¬ 
standing  in  excess  of  $35  million. 

(5)  For  the  issuance  of  more  than 
one  type  of  security  on  or  after  April 
1.  1979,  an  amount  equal  to  the  sum 
of: 

(A)  $500,000;  plus 

(B)  0.2  percent  of  all  mortgage- 
backed  securities  outstanding  in  excess 
of  $35  million. 

(dKl)  In  computing  the  required 
amount  of  net  worth  for  purposes  of 
this  section,  the  term  “securities  out¬ 
standing”  means  the  sum  of: 

(1)  The  unpaid  principal  balances  of 
securities  currently  in  the  name  of  the 
issuer;  plus 

(ii)  The  amount  of  any  outstanding 
commitments  for  guaranty  issued  by 
the  Association;  plus 

(iii)  The  amount  of  any  commit¬ 
ments  to  guaranty  currently  being  re¬ 
quested  from  the  Association. 

(2)  In  calculating  required  net 
worth,  any  securities  outstanding  that 
are  based  on  internal  reserve  pools  will 
be  reduced  by  one-half  in  the  making 
of  such  calculations. 

(e)  The  Association  shall  not  guaran¬ 
tee  any  security  the  income  of  which 
is  exempt  from  taxation  under  the 
provisions  of  the  Internal  Revenue 
Code  of  1954,  as  amended. 

(f )  A  mortgage  lender  shall  not  qual¬ 
ify  as  an  eligible  issuer  at  any  time  in 
which— 

(1)  The  lending  policies  of  the  issuer 
permit  any  discrimination  based  on 
race,  religion,  color,  national  origin, 
a'fee,  or  sex  of  a  borrower;  or 

(2)  The  issuer  is  not  in  compliance 
with  any  rules,  regulations,  or  orders 
issued  under  Title  VI  of  the  Civil 
Rights  Act  of  1974;  Executive  Order 
11063,  Equal  Opportunity  in  Housing, 
November  20,  1962;  or  Title  VII  of  the 
Civil  Rights  Act  of  1968;  or  issued  by 
the  FHA  or  VA. 

(g)  A  mortgage  lender  shall  qualify 
as  an  eligible  issuer  only  so  long  as  it 
conducts  its  business  operations  in  ac¬ 
cordance  with  accepted  mortgage 
banking  practices,  ethics,  and  stand¬ 
ards,  as  determined  by  the  Associ¬ 
ation. 

(h)  In  the  event  that  a  mortgage 
lender  which  has  qualified  as  an  eligi¬ 
ble  issuer  should  subsequently  fail  to 
comply  with  any  of  the  requirements 
prescribed  in  this  section,  the  Associ¬ 
ation  may  withhold  further  commit¬ 
ments  to  guarantee  securities  until 
such  time  as  the  Association  is  satis¬ 
fied  that  the  mortgage  lender  has  re¬ 
sumed  business  operations  in  compli¬ 
ance  with  such  requirements. 
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(i)  If  any  issuer,  subsequent  to  the 
issuance  of  securities  guaranteed  by 
the  Association,  should  fail  in  a  mate¬ 
rial  way  to  be  in  compliance  with  any 
of  the  requirements  prescribed  in  this 
section  or  of  the  guaranty  agreement, 
the  Association  may  bring  proceedings 
to  default  such  issuer,  in  accordance 
with  the  following  procedure:  The  As¬ 
sociation  shall  serve  the  issuer,  by 
hand  delivery  or  by  certified  or  regis¬ 
tered  mail,  with  a  written  notice  stat¬ 
ing  the  facts  incident  to  such  failure 
and  setting  forth  such  affirmative  re¬ 
quirements  as  the  Association  may 
consider  necessary  to  correct  such  fail¬ 
ure  to  be  in  compliance.  Steps  to  cor¬ 
rect  or  otherwise  remedy  such  failure 
shall  be  carried  out  in  accordance  with 
such  procedures  as  may  be  set  forth  in 
the  guaranty  agreement. 

§  390.5 .  [Amended] 

2.  It  is  proposed  that  §  390.5  be 
amended  by  deleting  therefrom  exist¬ 
ing  paragraph  (e). 

3.  It  is  proposed  that  §  390.7  be 
amended  by  revising  paragraph  (b) 
thereof  to  read  as  follows: 

§  390.7  Mortgages. 

Each  issue  of  guaranteed  securities 
must  be  backed  by  a  separate  pool  of 
mortgages  which: 

•  •  •  *  « 

(b)  Have  a  date  for  the  first  sched¬ 
uled  monthly  payment  of  principal 
and  interest,  or  date  of  purchase  from 
an  Association-approved  auction,  that 


is  no  more  than  12  months  prior  to  the 
date  on  which  the  Association  makes 
its  commitment  to  guarantee  the  issue 
of  securities; 

•  •  •  •  • 

4.  It  is  proposed  that  §390.11  be  re¬ 
vised  to  read  as  follows: 

§  390.11  Fidelity  bond  coverage. 

The  issuer  shall  maintain,  for  the 
benefit  of  the  Association,  fidelity 
bond  coverage,  acceptable  to  the  Asso¬ 
ciation,  that  assures  the  faithful  per¬ 
formance  of  the  fiduciary  responsibil¬ 
ities  of  the  issuer. 

5.  It  is  proposed  that  §  390.13  be  re¬ 
vised  to  read  as  follows: 

§  390.13  Guaranty. 

(a)  With  respect  to  straight  pass¬ 
through  securities,  -the  Association 
guarantees  the  timely  payment  to  the 
security  holder  of  the  proceeds  of 
principal  and  interest,  as  collected,  as 
undertaken  in  the  Association’s  guar¬ 
anty  appearing  on  the  face  of  the  se¬ 
curity.  With  respect  to  modified  pass¬ 
through  securities,  the  Association 
guarantees  the  timely  payment, 
whether  or  not  collected,  of  the  fixed 
rate  of  interest  on  the  outstanding 
balance  and  the  specified  principal  in¬ 
stallments.  as  undertaken  in  the  Asso¬ 
ciation’s  guaranty  appearing  on  the 
face  of  the  security.  As  to  straight 
pass-through  securities,  any  failure  or 
inability  of  the  issuer  to  make  pay¬ 


ment  as  due  to  the  holders  of  the  secu¬ 
rities  from  the  proceeds  from  the  pool 
.  of  mortgages  which  have  been  collect¬ 
ed,  or  because  of  failure  to  make  col¬ 
lections  under  reasonable  and  accept¬ 
ed  standards  of  mortgage  servicing, 
shall  constitute  a  default  of  the  issuer. 
As  to  modified  pass-through  securities, 
any  failure  or  inability  of  the  issuer  to 
make  fixed  or  other  payments  as  due 
as  well  as  such  other  failures  as  may 
be  identified  by  the  Association  and 
included  in  the  guaranty  agreement, 
shall  be  deemed  such  a  default. 

(b)  Upon  any  default  by  the  issuer 
and  payment  under  its  guaranty  by 
the  Association,  or  any  failure  of  the 
issuer  to  comply  with  the  terms  of  the 
ETuaranty  agreement,  the  Association 
may  institute  a  claim  against  the  issu¬ 
er’s  fidelity  bond,  or  may,  pursuant  to 
Section  306(g)  of  the  National  Housing 
Act,  extinguish  all  the  ownership,  con¬ 
trol,  or  other  interest  of  the  issuer  in 
the  pooled  mortgages,  by  letter  direct¬ 
ed  to  the  issuer  and  making  the  mort¬ 
gages  the  absolute  property  of  the  As¬ 
sociation,  subject  only  to  unsatisfied 
rights  therein  of  the  holders  of  the  se¬ 
curities,  or  the  Association  may  do 
both. 

(Sec.  7(d)  Department  of  Housing  and 
Urban  Development  Act  (42  U.S.C.  3535(d)) 

Issued  at  Washington,  D.C.,  June  19, 
1978. 

i 

John  H.  Dalton, 
President,  Government 
National  Mortgage  Association. 

[PR  Doc.  78-17452  Piled  6-22-78;  8:45  am] 
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